
QAccording a Zogby/Inter-
American Dialogue poll released
last week, three out of four likely
US voters believe the War on

Drugs is failing, with respondents split on
the best way to handle the drug problem.
Will general dissatisfaction from US vot-
ers lead to meaningful change in drug pol-
icy by the next Administration? How is
drug policy evolving in other countries in
the region, and what lessons can the US
draw from those experiences?

ABoard Comment: Nicolás
Mariscal: "It comes as no sur-
prise that three out of four likely
US voters believe the War on

Drugs is failing. The facts speak for them-
selves: UN and US government reports
point to the fact that in spite of the billions
of dollars spent by the US government and
around the world to reduce the supply of
illicit drugs, drugs continue to flow in large
quantities—often at lower prices. Some
argue that the current drug prohibition
policy can be improved by tweaking it here
and there, presuming that we can repeal
the law of supply and demand. The whole
premise of the War on Drugs is that by
applying brute force we can stop the flow of
drugs—nothing is farther from the truth.
The current worldwide drug problem sur-
vives because (1) there is demand for
drugs, (2) illicit drugs are a very lucrative
business—$400 billion per year, (3) the
War on Drugs has become a primary busi-
ness driver, it increases the risk, which in

turn increases the price of drugs, and high
prices make the business more attractive,
and (4) the laundering of drug money,
with the help of the stealth business associ-
ates of the drug traffickers, makes clean
drug money more valuable. The solution
must be global; no country can go alone.
Some countries, like Holland, have applied
consumption tolerance measures which
help address some of the health issues
involved; however, the illicit drug trade
continues in their territory. The solution
must address the root cause: drug prohibi-
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Will US Drug Policy Change in the Next Administration?

Continued on page 2

Jorge del Castillo, head of the Peruvian
Council of Ministers, and all the cabinet
members offered to resign Thursday as
Congress was planning a vote of no-con-
fidence against the government. See
story on page 2.
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Entire Peru Cabinet Offers to
Resign Over Corruption Scandal



Economic News

Ecuador, Venezuela Face Tough Road
With Lower Oil Prices, JP Morgan

Falling oil prices could push current
accounts in Ecuador and Venezuela into
deficit territory in 2009, JP Morgan said
Thursday in a research note. With oil
prices trading this week below $90 per
barrel, prices "should already be at a level
that pushes current accounts into deficit
in both Ecuador and Venezuela in 2009,"
the New York-based bank said. "Assuming
that high levels of spending and imports
are here to stay, every $10 drop in the
annual average price for oil leads to a 3.25
percent-of-GDP increase in Venezuela's
2009 current account deficit and a 1.5 per-
cent-of-GDP increase in the fiscal deficit.
For Ecuador, every $10 drop in oil leads to
a 2 percent-of-GDP increase in the cur-
rent account deficit and a 1.3 percent-of-
GDP increase in the fiscal deficit (net of
lower subsidies for fuel imports), JP
Morgan said. Ecuador's reliance on oil
revenues to finance high spending levels
has increased markedly in recent years as
windfall oil profits have been brought into
the budget. Ecuador has less ability than
Venezuela to tap its record high "reserves"

and more reliance on external financing,
mainly through multilateral lending insti-
tutions, according to the report.

Calderon: Mexico's Reserves Will
Cushion Global Economic Crisis

Mexican President Felipe Calderon said in
a televised address Thursday that his
country has enough foreign reserves to
handle the spiraling global financial and
economic crisis. "We have healthy and
strong public finances and without them
this crisis would have destroyed our econ-
omy," said Calderon, adding he will will
now be focusing on stimulating economic
growth and preventing job losses. Earlier
this week, Calderon announced new infra-
structure spending, as well as plans to
build a new refinery for state oil company
Pemex. He also plans to aid small busi-
nesses and to accelerate deregulation and
tariff reduction.

Political News

Entire Peru Cabinet Offers to Resign
Over Corruption Scandal

The entire cabinet of Peruvian President
Alan Garcia handed in their resignations
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Venezuela Tax Agency Closes
McDonald's Franchises for 48 Hrs.

Venezuela's taxation authority on
Thursday ordered all franchises of
McDonald's in the South American
nation to be closed for 48 hours as
punishment for alleged tax irregu-
larities, Reuters reported. Some 115
of the company's restaurants in
Venezuela are affected by the ruling.
The administration of President
Hugo Chavez has shuttered other
businesses, many of which are for-
eign owned, temporarily for tax
irregularities.

Argentina to Begin Charging
Tourist Visa Fees to 22 Countries

Argentina in January will begin
charging visitors from 22 countries,
including the US, a fee to enter the
country, the Associated Press report-
ed. The fee goes into effect Jan. 1
and constitutes a "reciprocal" policy
that other countries like Brazil and
Chile have maintained for years. US
citizens will likely be charged about
$131, a fee that covers re-entry for
10 years, which is what the US cur-
rently charges Argentine tourists.

Caterpillar Names Jim Parker to
Take Over Latin America Division

Illinois-based Caterpillar said
Thursday it will create a new
Americas distribution services divi-
sion that will include both North
and South America. Caterpillar vice
president Jim Parker will lead the
new division. Tom Gales, the exist-
ing VP for the Latin America divi-
sion and whose retirement after 30
years with the company was also
announced yesterday, will remain in
his current position until year-end
2009 "to ensure an effective transi-
tion," according to a company press
release.

tion. The international community must
come forward with a sound proposal to
decriminalize, regulate and control the
use of drugs. Why can't we learn from the
lessons of alcohol prohibition?"

ABoard Comment: Maria Velez
de Berliner: "US voters are
fighting for their financial sur-
vival. They are not worried

about a War on Drugs the US outsourced
to the Andean and Mexican govern-
ments, while making cursory efforts
against opium trafficking in Afghanistan.
Colombia continues a military solution
that produces few successes, but has not
eradicated drug trafficking. Mexico's
Merida Initiative is under siege by drug

cartels that infiltrate law enforcement,
government institutions, Congress, and
the military. Dismissing high-ranking
officials for collusion with drug traffick-
ers is a weekly occurrence in Colombia.
Chavez and Morales expelled the USAID
and the DEA, claiming they know how to
control drugs better. Correa denies there
is drug trafficking in Ecuador. Despite
cartel-decapitation policies, aerial fumi-
gation, and manual eradication in
Colombia, Bolivia, and Peru, coca
remains a profitable cash crop, with an
aggregate farm-gate value of $1.5 billion
in 2007. Lack of legal economic opportu-
nity more than atavistic malevolence and
criminal proclivities is the root cause of
drug production and trafficking.

Featured Q&A
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on Thursday, as public outrage continued
to rise over corruption allegations against
officials close to the administration. It is
not yet clear if President Alan Garcia,
whose approval ratings, already below 20
percent and among the lowest for a head
of state in Latin America, will accept the
resignations. Jorge del Castillo, the head of
the Peruvian Council of Ministers, and all
the cabinet members offered to resign as
Congress was planning a vote of no-confi-
dence against the government. Opposition
legislators walked out on del Castillo in a
meeting yesterday, according to local daily
El Comercio. The Peruvian government
was taken off guard this week, as Peru's
energy minister, Juan Valdivia, and the
president of state-run oil company
Petroperu resigned Monday amid a scan-
dal over alleged kickbacks to a Norwegian
oil company. On Sunday, a local TV report
revealed recorded telephone conversations
capturing a director at Perupetro, the
country's oil promotion agency, and a
member of President Alan Garcia's politi-
cal party allegedly discussing payoffs they
claimed to receive for steering business to
Discover Petroleum last month.

Brazil's President Cancels Mission 
to Ecuador as Relations Sour

Brazilian President Luiz Inacio Lula da
Silva on Thursday decided to cancel a trip
to Ecuador scheduled two weeks from
now. The mission, which was to be led by
Minister of Transportation Alfredo
Nascimento, aimed to smooth over ten-
sions after the expulsion last month of
Brazilian company Odebrecht from
Ecuador due to what President Rafael
Correa called unacceptable failures in a
dam project. The cancellation of Lula's
trip occurs "in light of recent develop-
ments involving Brazilian companies in
the country," the foreign ministry said.
Earlier this week, Ecuador rejected an
offer from Odebrecht to repair the dam-
age to the dam, and effectively cancelled
some $650 million in Brazilian company
projects in Ecuador. Correa has also
threatened to nationalize Brazilian state
oil company Petrobras' assets during the
course of contract renegotiations current-
ly underway.
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Washington, DC—With the expulsion last month of the US ambas-
sadors to Bolivia and Venezuela, few were surprised to see
Washington's relations with Latin America reach a new low. Far
more striking is the fact the Russia's Vladimir Putin has taken
advantage of receding US influence to step into the breach and
actively consolidate Moscow's ties with the region.

The latest flurry of activity began last summer, when an unnamed
Russian official ignited a media firestorm by suggesting that Moscow was considering
basing nuclear bombers in Cuba. The resulting furor, with its Cold War echoes of the
Cuban Missile Crisis, prompted General Norton A. Schwartz, the new Air Force chief
of staff, to publicly warn that sending the bombers would cross a "red line in the sand."
Soon thereafter, Hugo Chavez traveled to Moscow to seal a new deal whereby Russia
would offer Venezuela a $1 billion line of credit to purchase Russian weaponry.
Vladimir Putin remarked that "Latin America is becoming a noticeable link in the
chain of the multipolar world that is forming. We will pay more and more attention to
this vector of our economic and foreign policy."

Recent actions by Moscow demonstrate that this is more than just empty rhetoric.
Russia has already deployed warships to Venezuela for naval maneuvers later this year.
Russia even sold five civil defense helicopters to Bolivia as the Russian ambassador
remarked that the new left-wing governments in the region presented "a favorable
opportunity to return." Russia has also re-emerged as a formidable ally of Cuba. Cuba
is reported to be deeply in debt to Russia (to the tune of $20 billion owed to the old
Soviet Union), but Russia continues to trade and grant credit to the Cuban govern-
ment. In September 2006, Russian Prime Minister Mikhail Fradlov visited Havana and
signed an agreement opening up a $355 million line of credit over ten years. The
Russian government has recently stated that its objective is to work with Havana
include "to restore traditional relations in all areas of cooperation," which will breathe
new life into an alliance that sustained Cuba for much of the Cold War.

Indeed, Russia is renewing ties with Latin America that have been virtually dormant
since the collapse of the Soviet Union. Moscow's outreach to the region is by no means
confined to Hugo Chavez and his closest allies. In June 2004, Putin made the first-ever
visit to Mexico by Russian premier for talks focusing on military sales, and later that
year he attended the APEC summit in Chile and then visited Brazil to initiate cooper-
ation in satellite technology and oil exploration. In 2007, the Russian leader visited
Guatemala and then promised to cooperate with the country on electricity production,
prompting then-President Oscar Berger to describe Putin as "one of the brightest lead-
ers in today's world." Russian arms sales to the region amounted to only $300 million
from 1998 to 2001, but they have since escalated dramatically. In 2006, Russia's mili-
tary sales to Venezuela alone totaled $3 billion (including an eyebrow-raising shipment
of 100,000 Kalishnikov assault rifles), and hundreds of millions more were sold to
other major Latin American countries. If the pace of military trade continues, Russia's
arms sales to Latin America will soon surpass the records set by the Soviet Union.

The strategic interests that are motivating Russia's drive into Latin America are clear.
Russia seeks to reassert itself as a world power, which includes a renewed presence in
Latin America, while much of the region wants to diversify its economic partners to
reduce its dependence on the United States. None of this favors US influence in the
hemisphere, which appears to be in free fall during the Bush Administration's final
months in office.

Eye on the Americas
A Monthly Look at Key Hemispheric Issues by the Dialogue's Dan Erikson

Russia Exploits an Opening in Latin America



Colombia's drug history shows that des-
perate people do desperate things.
Therefore, a new Administration needs
to work with the producing countries to
create viable, profitable legal employ-
ment and opportunities for economic
advancement. Bullets will kill some traf-
fickers. Legal, realistically profitable, eco-
nomic opportunities for the unemploy-
able, unemployed, and under-employed
will kill drug trafficking in the Andes and
Mexico." 

AGuest Comment: Adam
Isacson: "Not only is there a
greater perception that the
drug war is failing, there is

simply far less attention being paid to the
drug problem, even though the prob-
lem's severity is unchanged. Look no fur-
ther than the US presidential candidates'
stump speeches, or the questions asked
at debates: the drug issue is nowhere to
be found. Visibility is lower, and dissatis-
faction is higher, than at any point in at
least the past generation. As a result, pro-
posing creative alternatives is far less
politically risky. These conditions make
it harder for hard-liners to shut down
the pursuit of a different strategy
through demagoguery and fear tactics.
During Bill Clinton's first term, 'Drug
Czar' Lee Brown was defeated when he
tried to steer US drug policy toward
greater access to treatment, easing
mandatory sentencing laws, and putting
a greater emphasis on justice and devel-
opment in drug-producing countries.
Today, a new administration might find
a climate that is significantly more favor-
able to such reforms. In the region, a new
administration might also give more
room to countries that wish to move
away from forced eradication and other
policies that set the state in opposition to
poor rural sectors. This course is not cer-
tain, however, since as we have seen in
Bolivia, disagreements over drug strategy
quickly become entangled with larger
political disagreements and worsening
diplomatic relations."

AGuest Comment: Francisco
Thoumi: "The War on Drugs,
both in the United States and
the Andean region, cannot

achieve its aim to substantially lower,
much less eliminate, the production of
cocaine. The reasons for the failure are
structural. Coca can grow in all the trop-
ics, and cocaine can be refined anywhere.
Yet, despite the large profits this illegal
industry is concentrated, as is poppy-
heroin production, in a few countries.
The point is simple: once an easy-to-pro-
duce good (or a 'bad') is declared illegal,
globally it will tend to concentrate where
it is easier to do illegal things. To elimi-
nate drugs from the countries in which
production is concentrated, it is neces-
sary to establish the rule of law.
Common repressive policies that focus
on attacking illegal networks, extraditing
traffickers, confiscating their assets,
spraying illegal plantings, and the like
may lower illegal production for a while,
but since they do not deal with the insti-
tutional reasons why the illegal industry
entrenched itself in a country, will not
eliminate the drug industry. Illegal drug
consumption and production reflects
the unsolved conflicts and contradic-
tions within the societies where they
occur. Their elimination requires sub-
stantial social reforms that politicians
and many interest groups are not inter-
ested in implementing. For this reason
the War on Drugs continues and contin-
ues, despite being unwinnable."

Nicolás Mariscal is a member of the
Advisor board and Chairman of Grupo
Marhnos.

Maria Velez de Berliner is a member of
the Advisor board and President of the
Latin Intelligence Corporation.

Adam Isacson is Director of Programs at
the Center for International Policy.

Francisco Thoumi is Director of the
Center for the Study and Observation of
Drugs and Crime at Universidad del
Rosario in Colombia.

Latin America Advisor 
is published every business day by the 

Inter-American Dialogue, Copyright © 2008 

Erik Brand,
General Manager, Publishing

ebrand@thedialogue.org

Matthew Schewel,
Reporter, Assistant Editor

mschewel@thedialogue.org

Danielle Jetton,
Computer Services Coordinator

Inter-American Dialogue:

Peter Hakim, 
President

Michael Shifter, 
Vice President, Policy

Joan Caivano, 
Director, Special Projects

Dan Erikson,
Senior Associate, US Policy

Paul Isbell
Visiting Senior Fellow

Claudio Loser,
Senior Fellow

Manuel Orozco,
Director, Remittances and Development Program 

Tamara Ortega Goodspeed, 
Senior Associate, Education

Marifeli Pérez-Stable,
Vice President, Democratic Governance

Jeffrey M. Puryear, 
Vice President, Social Policy

Viron Vaky, 
Senior Fellow

Subscription Inquiries are welcomed at 
freetrial@thedialogue.org 

Latin America Advisor is published every
business day, except for major US holidays, by
the Inter-American Dialogue
1211 Connecticut Avenue, Suite 510
Washington, DC 20036
Phone: 202-822-9002  Fax: 202-822-9553

The opinions expressed by the members of the
Board of Advisors and by guest commentators do
not necessarily represent those of the publisher. The
analysis is the sole view of each Advisor and does not
necessarily represent the views of their respective
employers or firms. The information in this report
has been obtained from reliable sources, but neither
its accuracy and completeness, nor the opinions
based thereon, are guaranteed. If you have any ques-
tions relating to the contents of this publication,
contact the editorial offices of the Inter-American
Dialogue. Contents of this report may not be repro-
duced, stored in a retrieval system, or transmitted
without prior written permission from the publisher.

Page 4 of 4Copyright © 2008, Inter-American Dialogue

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  LLaattiinn  AAmmeerriiccaa  AAddvviissoorr FFrriiddaayy,,  OOccttoobbeerr  1100,,  22000088

Featured Q&A
Continued from page 2


